Vietnam's development performance since the early 1990s has been one of the strongest in the world, following the introduction of its doi moi ('renovation') economic reform programme in 1986. The core of Vietnam's economic strategy has been rapid integration into the world economy, with a diversified portfolio of exports and the attraction of direct foreign investment. This open approach has been combined with successful domestic agricultural growth and a strong, continued role for state-owned enterprises while encouraging growth of the private sector. Following an 'East Asian' model, Vietnam has opened its domestic market only slowly while encouraging export growth.
The World Institute for Development Economics Research (WIDER) was established by the United Nations University (UNU) as its first research and training centre and started work in
 Helsinki, Finland in 1985 
Introduction
Vietnam's development performance since the early 1990s has been one of the strongest in the world. 1 Over the period 1990 to 2000 its annual rate of GDP growth of 7.9 per cent was exceeded only by China's 10.6 per cent (World Bank 2007 ). Vietnam's relative performance has remained strong in the 2000s compared to other Asian countries (Table 1) . 2 In poverty reduction too, Vietnam's performance appears to have been outstanding. Between 1992/3 and 1997/8, the proportion of the poor in the population fell from 58 per cent to 37 per cent. 3 By 2004 poverty was down to around 20 per cent (VDR 2006: i) . In terms of the internationally recognized poverty line of one dollar a day in purchasing power parity terms, the decline in poverty in Vietnam is also great, falling to under 10 per cent in 2004 (VDR 2007: 19) .
This stellar performance follows the introduction of its doi moi ('renovation') economic reform programme in 1986. As a country starting the transition in the 1980s from a (partially) centrally planned to a market economy, Vietnam needed more extensive reforms than a 'typical' developing country at that time, which would have been moving from policies of import-substituting industrialization to a more open and market-based stance. Vietnam's policies parallel those of China, 4 whose economic reforms after 1978, with their quick successes, would have been familiar to Vietnam's leadership. 5 Vietnam, though, came to economic reform at a time of much greater economic difficulty than China, after several decades of war and having caused an economic crisis in its attempts to implement a thoroughgoing system of central planning in the late 1970s. Like China, and unlike the former Soviet Union, Vietnam preserved its strong structure of state institutions into the reform process.
By the early 1990s Vietnam's doi moi policies had brought its economy close enough to the structure of other developing countries for its policies to offer lessons for development. 6 By then, Vietnam had stabilized its economy, de-collectivized its agriculture, brought plan prices towards market prices, and moved towards a more market-based system of foreign trade, albeit with high protection against imports. It had also started to harden the budget constraints of its large sector of state-owned enterprises. The early combination of its stabilization programme alongside its other doi moi reforms is instructive.
1 Because of space limitations, this paper could usefully be read alongside Thoburn (2007a) , which gives a more detailed economic overview of Vietnamese development.
2 The comparator countries in Table 1 are all countries which export manufactures and have quite large populations.
3 This uses the definition of headcount poverty of the General Statistics Office of Vietnam, based on the cost of a basic daily calorific intake of 2100 plus various basic non-food items (Thoburn et al. 2007 ), but the reduction in poverty is not sensitive to which of a number of alternative poverty lines is used (Litchfield and Justino 2004; VDR 2004: 9, 17) .
4 A convenient and well-informed source on China is Wu (2005) , especially the overview in ch.2.
5 See the discussion in Van Arkadie and Mallon (2003: 76) 6 Nevertheless, within the WTO Vietnam continues to be regarded as a non-market economy (VDR 2007: 53) . The core of Vietnam's economic strategy since the early 1990s has been a rapid integration into the world economy: the development of a diversified portfolio of oil, manufactured and agricultural exports (Table 2) , and the attraction of direct foreign investment. This open approach has been combined with successful domestic agricultural growth and a continued role for state-owned enterprises (SOEs) while encouraging growth of the private sector. Gross capital formation, largely from domestic sources despite substantial inflows of direct foreign investment, rose from just over a quarter of GDP in the mid-1990s to over a third of GDP in the early 2000s. 7
Section 2 now looks at the genesis of the doi moi programme and at initial conditions. Sections 3, 4 and 5 discuss the key features of Vietnam's development strategyintegration with the global economy, agricultural reform, and the use of state-owned enterprises in its industrial development strategy-and the reasons for its success. Section 6 looks at the future tasks for Vietnam, and section 7 draws lessons from the country's development experience. Source: GSO online statistical database.
Price reform, replacing plan prices with market prices, was quickly accomplished in the early days of doi moi, and by 1987 most non-essential consumer good prices had moved towards market prices. Important aspects of trade reform also took place in the late 1980s. The central government's monopoly on foreign trade was abolished and in 1988 tariffs were introduced to substitute for quantitative restrictions on imports. Once tariffs are used instead of direct controls, domestic prices start to move in line with world prices, and the exchange rate then becomes significant in affecting economic decisions (Thoburn and Howell 1999) . The Vietnamese dong was substantially devalued in 1987 towards the level of the parallel, free market rate. De facto trade liberalization was occurring through unofficial imports, and these provided an additional source of supply to dampen inflation. Like China, Vietnam quickly moved to attracting foreign investment, with a foreign investment law passed in 1988. Implemented inward direct investment had reached US$1 billion a year by 1993 (VNSY 2004) .
Economic stabilization and the early doi moi reforms were closely linked. In 1988/9 a severely restrictive monetary policy was introduced, which rapidly reduced inflation to single digits, although it re-emerged briefly in the early 1990s as a result of fiscal deficits. Stabilization was greatly helped by the increases in agricultural production following de-collectivization, when land was leased to peasants by cooperatives or communes. Private land use rights were recognized by the state in 1987 and in 1988 (under 'Resolution 10' of the Party) peasants were allowed to sell produce on the open market and no longer had to belong to cooperatives. The facilitating of private trade and the freeing of some constraints on SOE production outside the plan also strengthened the supply responses that damped inflation.
The trade shock of the late 1980s and early 1990s, when Vietnam's major export markets (e.g., for textiles and clothing) in Eastern Europe and the then Soviet Union collapsed, was an impetus to export development to other destinations. Luckily, this was also a time when oil exports were starting, developed by Vietnam's first influx of foreign investors, thus cushioning Vietnam against otherwise declining export earnings and the loss of Soviet aid. 'Dutch disease' effects of oil exports on the real exchange rates were avoided, as a result Vietnam's heavy import needs. In the 1990s Vietnam had the highest annual export growth rate in the world, nearly 28 per cent, albeit from a low base (Thoburn 2004: 129) .
3 Integration into the global economy
Trade agreements
Prior to joining the World Trade Organization at the start of 2007, bilateral trade agreements were an important driver of Vietnam's export growth. The country's initial export development focused on the European and Japanese markets. As a non-WTO member, it secured access to the European Union under a bilateral trade agreement in 1992, and was also given GSP (generalized system of preferences) access to the EU. Punitive tariffs on exports to the US were removed under the US Bilateral Trade Agreement (USBTA) signed in 2000, which gave Vietnam 'normal trade relations' status, after which there was a rapid change in export destinations in favour of the US (Table 3 ).
Vietnam's trade development has also been influenced by the growth in the regional trade arrangements that have become so strong a feature of the international economy in the 2000s (Siddique 2007 ). Vietnam's most important agreement is AFTA, the Association of South East Asian Nations (ASEAN) Free Trade Area. AFTA helps link Vietnam to the markets of the rapidly growing Asian region. The ASEAN countries collectively are Vietnam's second main export destination after the US, although as Table 3 shows, their importance has declined slightly since 1995 even as mutual tariff cuts were implemented.
Vietnam is now also part of CAFTA, the China-ASEAN Free Trade Agreement, which has been in existence since 2004. China has been increasing as an export market for Vietnam-again linking Vietnam to the dynamism of the Asian region.
Trade reform
Trade reform does not always take the form of simple import liberalization, moving towards a free trade regime (Jenkins and Thoburn 2003) . Many East Asian countries have developed their exports while protecting their domestic market from imports (Chang 2002) , and Vietnam has done the same during its rapid export expansion (Gainsborough 2004: 43) . As Table 4 shows, import protection did fall between 1997 and 2003, but effective protection (that is, protection on value added) in manufacturing remained high. 10 Vietnam put in place, though, export processing zones and duty drawbacks on imported inputs so as to reduce the disincentive effects of tariffs on inputs used by exporters. In the 2000s it has been reducing import protection under the USBTA, AFTA, and CAFTA, and also under its WTO accession agreement.
It is often contended in the donor literature that import liberalization is necessary in order to drive export growth, because of the anti-export bias that import protection creates. 11 This does not seem to have been the case in Vietnam. A World Bank study found that protection in Vietnam had caused the real exchange rate to appreciate by only about 3 per cent (VDR 2002: 94) . And despite high measured anti-export bias in key export industries such as garments and footwear (Athukorala 2006: 186) , export growth has been very rapid. 12 A fall in an index is a depreciation. 2007 is January-June only; indices for 1991-1994 are not available from publicly available sources.
10 Athukorala (2006: 175) records that Vietnam's average ERPs in manufacturing were higher than those of Thailand, Malaysia, Indonesia and the Philippines in various comparable years.
11 For discussion and references on anti-export bias see Thoburn (2007a: 237) 12 Arthukorala (2006: 179) argues that anti-export bias may still be affecting some small and medium local firms in Vietnam, however.
Source: IMF
Export development

Export growth
The stress on export-led growth has continued into the 2000s. Export growth does not appear to have been driven by any depreciation of the real exchange rate (see Figure 1) . The nominal effective exchange rate depreciated sharply in the early 1990s but the real effective exchange rate rose, and continued to appreciate throughout the 1997 Asian crisis while those of competitors depreciated (IMF 2002: 47) . Following some depreciation after 1998, both the NEER and REER have exhibited a fairly level long-term trend, although the policy of the de facto tying of the dong to the US dollar has caused the market exchange rate of the dong to depreciate with the dollar against the euro and the pound sterling in recent years.
Global buyers and direct foreign investment 15
Vietnam's exports have been driven to a large extent by inward direct foreign investment. In 2006 foreign-invested enterprises accounted for 57.7 per cent of Vietnam's total merchandise export earnings (CIEM 2006: 24 Closely linked to foreign investment in the export sector is the role of global buyers. In many labour-intensive products like garments and footwear, production is undertaken within global buyer-driven value chains (Nadvi 2004) . 16 In such chains, production is organized and controlled by the final buyers, who usually have no production of their own. Instead, they have key first tier suppliers: in the case of garments, Hong Kong, Taiwanese or Korean garment companies who operate within the Asian region (and sometimes world wide) and whom buyers will try to persuade to invest in new countries of sourcing.
Individual buyers, even very large ones, have the resources to operate only from a limited range of countries. When they decide to source from a new country such as Indonesia or China in the 1980s-or Vietnam in the 1990s-the build up of exports can be very rapid. Moreover, buyers often exhibit herd behaviour, so that once a few well-known buyers start to buy from a country, others will follow quickly. Many countries are competing for the attention of such buyers, and in the case of garments, to retain their attention now that the MFA/ATC has ended (Thoburn 2007b ). Why have they been particularly attracted to Vietnam, and how has this been influenced by policy?
Global buyers' sourcing decisions involve consideration of distance and lead times to the final market, and production costs, particularly labour costs (wages relative to labour productivity). Vietnam's high labour productivity relates to the near-universal literacy of its workforce and its workers' perceived industriousness, with wages lower than southern China's (Boye 2002; Lord 2002; Nadvi and Thoburn 2004b) . Buyers seem to regard Vietnam as a useful 'insurance' against relying too heavily on China-a 'China plus one' policy in which Vietnam is the 'plus one'. Buyers, and the East Asian manufacturing companies investing in Vietnam to supply them, are strongly influenced by the country's favourable investment climate, including its stable political system and consistent policy framework (see section 3.4).
Besides the 'fundamentals' of lead times, costs and investment climate, buyers are attracted by a country's access to major markets-in the past by MFA export quotas in the case of garments-and now particularly the preferences it enjoys. In footwear exports, access to the EU market under the GSP helped to persuade global buyers to source from Vietnam. In contrast, footwear export competitors like China, Indonesia, Thailand and Brazil had all 'graduated' out of the EU GSP (Boye 2002) . However, many countries with similar access did not develop footwear exports. In footwear the geographical pattern of production is concentrated on a much smaller number of countries than garments, and is a better indication of competitiveness in labour-intensive production and, for foreign investors, of a good investment climate.
Despite buyers' preferences for suppliers they already know, state-owned enterprises too have been successful in their relations with buyers, including Japanese buyers. Buyers like the range of garments products that large SOEs can produce, although there has been a tendency for SOEs to focus on items like work uniforms, where the quality issue (e.g., for dyeing) is not so important. In footwear too, SOEs were a significant minority presence (Boye 2002) .
Finally, an important conduit in the global value chain for smaller foreign investors and for private sector producers is that there are many small traders from within the East Asian region operating in Vietnam, particularly of Taiwanese and Korean origin, who act as middlemen with larger buyers.
Direct foreign investment and foreign aid
Direct foreign investment
In 2006 Paradoxically, Vietnam scores badly on conventional measures of competitiveness and investment climate, yet is highly regarded by foreign investors who operate in the country. The World Bank's Doing Business survey ranks Vietnam as 104 th out of 175 countries as a good place to do business. In contrast, the VDR for 2007 claims that Japanese inward investors see Vietnam as the third most attractive location in the world. 18 It seems that Vietnam's stable macroeconomic environment, 19 high quality and low cost labour, and low levels of crime have been more important considerations for investors than the details of bureaucratic procedures which are often included in international surveys (VDR 2007: 24, 72) . In 2006, as Vietnam prepared for WTO entry the following year, registered DFI inflows reached US$4.3 billion, a record. This is likely to reflect not only Vietnam's more secure US market access as a WTO member but the strengthening of Vietnam's legal institutions, which help to attract investors.
Foreign aid
Vietnam is one of the world's largest recipients of overseas development assistance (ODA), second only to Iraq and Afghanistan, according to the VDR 2007 (29-30) . 20 Certainly the donor community is very active in Vietnam and has been instrumental in greatly improving the flow of data and analysis about the Vietnamese economy. Japan has been the largest bilateral aid donor (MOFA 2007 ).
Yet Vietnam is by no means an aid-dependent country. Its per capita receipts of aid in 2005 were only US$23, little more than half that of Sub-Saharan Africa (US$43) (WDI online database). Its ODA receipts per head were about half of its DFI inflow per head (US$47), 21 and by the end of the current decade Vietnam's access to concessional support will be much reduced (VDR 2007: ii) . In an engagingly frank admission, the 2007 Vietnam Development Report notes that the donors cannot 'buy' policy reform in Vietnam (VDR 2007: 29); Vietnam's development strategy is strongly nationally owned. 22
Agricultural development
The process of de-collectivization was largely completed by the late 1980s in the agricultural lowlands, although the VDR (2004: 38) reported that it was continuing in the 2000s in some upland areas. Under the 1993 Land Law longer-term land use rights were allowed for peasants. As in China, de-collectivization was accompanied by other measures. In the case of rice, whose output increased by 50 per cent over the 1990s, considerable state intervention continued. Export quotas and taxes were used to insert a wedge between the domestic and the world price, and state trading companies were used to develop rice exports. Private sector participation in rice exporting was not allowed until 1998 (Niimi, Vasudeva-Dutta and Winters 2004: 170) . though, as the expansion of Vietnam's coffee exports in the mid-1990s was a factor in causing a substantial fall in the world price.
5 Industrial development policy 5.1 State-owned enterprises and the private sector 23 Since the start of doi moi SOEs have improved their productivity substantially. The trade shock of the loss of Eastern bloc markets provided a strong impetus for those already engaged in exporting to improve their products and productivity to switch to selling in the Japanese and European markets. SOEs in the early 1990s raised their output by over 40 per cent while their employment fell by 13 per cent, 24 and productivity increases continued, for example in textiles where labour productivity rose 48 per cent, 1995-9 (Thoburn et al. 2005; Nadvi and Thoburn 2004a: 119-20) . However, there is still some way to go, and a study by the Harvard Vietnam Program (2008: 38) argues that the efficiency of Vietnam's high level of investment (as a share of GDP), as measured by the incremental capital-output ratio, is low by the standards of East Asian countries at comparable levels of development. 
The pattern of Vietnamese industrial growth: labour-intensive?
How far has Vietnam adopted a labour-intensive growth strategy, building on the country's comparative advantage? At first sight this seems obvious, given the importance of labour-intensive manufactures and agricultural products in the export portfolio. Yet Vietnam also has maintained heavy protection against imports. To what extent has Vietnam engaged in import substitution?
Evidence from the late 1990s suggested that some industries have increased their employment by reducing their import penetration (such as fabricated metal products and 'other transport equipment'). Yet overall in Vietnamese industry there has been a decrease in import substitution. This is in the sense that there has been increased import penetration, which has been an employment-reducing force in the economy while export expansion has increased it (Jenkins 2004a: 20) .
Employment growth, though, has lagged behind output growth to a much greater extent than in other East and South East Asian countries. Vietnam's elasticity of industrial employment with respect to output fell greatly; from 0.66 in 1985-90 to 0.22 in 1995-2000, compared to elasticities of between 0.4 and 0.8 for comparator countries This is not the result of any shifts towards capital intensive import-substituting industries, but of within-industry labour productivity improvements in order to compete on export markets and to compete against imports in industries where import penetration is relatively high. Rises in the share of output accounted for by foreign investors, in relation to that for state-owned companies, is also a factor in this low elasticity as foreign-invested enterprises had higher value-added per worker than SOEs (Jenkins 2004b Vietnam's initial growth spurt was fuelled by the de-collectivization and commercialization of agriculture and the partial freeing of private internal trade. These are once-and-for-all organizational changes and the increases in income that they caused are not easy to continue, although in Vietnam agricultural productivity has been improving further through high-yielding varieties and new products, and state organizations have continued to be involved in facilitating these developments (Van Arkadie and Mallon 2003: 190-8) .
Similarly, once a country has been established as a new exporter of labour-intensive manufactures, and buyers' world wide sourcing patterns have then stabilized, explosive growth may well level off, as happened in Indonesia in the early 1990s with successive waves of garments, footwear and electronics exports. Increasing domestic value added in export garment production by further development of the domestic textile industry, as is the current policy, is problematic and requires market and product development knowledge that most local firms lack at present, although inward foreign investment in textiles would help (Goto 2007) . Diversifying into higher technology exports will require a more diversified and internationally competitive industrial base than Vietnam has at present.
Income inequality has been rising and this appears to be a continuing trend, although poverty has been falling. Migration from poorer to richer areas is a way of reducing poverty further, although it is not necessarily the poorest who migrate. Unregistered migrants are among the new poor in urban areas (Thoburn 2007a: 234) , where exceptionally high land prices make it difficult for new arrivals to buy or rent housing (Harvard Vietnam Program 2008: 54) .
One hopeful sign is that once Vietnam's productivity levels have caught up towards those of its Asian neighbours, further growth from the private or SOE sector in the tradable sectors is likely to be more employment creating than in the 1990s. 28 Foreign investment also surged in the early years of reform and then slackened, but it has risen again with Vietnam's entry into the WTO.
Worrying, at least in the short-term, is that in 2008 inflation has been accelerating beyond that of other countries in the region, and in early 2008 there were signs of a macroeconomic and possibly financial crisis developing (Pincus and Vu 2008) . Later in 2008 it has seemed that the likelihood of a financial crisis has receded (Credit Suisse 2008). Vietnam's recent property and stock exchange booms have not been so dependent on short-term capital inflows as were Thailand's in 1997, so mass capital outflows are less likely.
Lessons from Vietnam for other countries
Manufactures exports can be developed very rapidly by a country if global buyers make it a country of major sourcing and persuade their key vendors to locate there.
Buyers and inward investors are strongly influenced both by export market access and by the domestic investment climate. Perceptions of the investment climate depend more on political and policy stability than on the details of bureaucratic procedures.
Export development does not depend on import liberalization.
Anti-export bias is an overrated concept, although it may have deterred some smaller firms in the private sector from exporting.
Location in the rapidly growing Asian region is still a significant advantage, offering both adjacent markets and inward investment.
Successful reform of agriculture, particularly land reform, is still a key to development.
It can be the basis not only for raising incomes and domestic demand, and reducing poverty, in countries with a predominantly rural population, but also a basis for expanding exports. Vietnam succeeded in maintaining agricultural output growth beyond the initial once-and-for-all spurt caused by land reform by investing in raising productivity, with state organizations taking an active role.
State-owned enterprises can be reformed and made to raise their productivity.
This depends both on incentives and on their external environment. Improvements in SOE productivity have not depended on competition from the domestic private sector, at least as yet. Privatization has little to offer if done prematurely.
Educational development is important.
Near-universal literacy, and selected technical and higher education, helps attract foreign investors and facilitates industrial and technological development
The 'East Asian model' still has much to teach us.
An active role for the state, for example in the development of rice production, combined with a willingness to use market mechanisms, remains a powerful combination. Although 'blue-prints' for economic reform require adaptation to national circumstances, Vietnam's reforms have been similar to China's.
Aid donors can be 'managed'.
They like being associated with success and in Vietnam they admit they cannot 'buy' policies. Vietnam has been able to retain strong national ownership of its development strategy.
